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SANDERS ANNOUNCES $1 BILLION RETIREE MEDICAL LIABILITY;  
LIABILITY GROWS TO $1.8 BILLION IN 9 YEARS 

 
SAN DIEGO AMONG THE FIRST GOVERNMENT AGENCIES NATIONWIDE TO ANNOUNCE 

LIABILITY; CITY WILL NOT BE  ALONE IN LARGE NUMBERS; ACCOUNTING STANDARDS 
PROMPT GOVERNMENT AGENCIES TO BOOK LIABILITY BY FY08 

 
MAYOR’S BUDGET WILL INCLUDE  “PAY AS YOU GO” CONTRIBUTION IN FY07 BUDGET  

 
Background: 
 
• In accordance with the Government Accounting Standards Board (GASB) Statement 45 

(“Accounting and Financial Reporting by Employers for Postemployment Benefits Other 
than Pensions”), government entities will have to begin booking the liability of their 
unfunded healthcare benefits (“Net Other Post Employment Benefit (OPEB) Obligation”) on 
their financial statements. 

 
• As of FY08, valuation studies like this one will be mandatory for any government entity that 

offers healthcare benefits to retirees.  
 
• In 2005, the City commissioned Towers Perrin to perform a valuation of the post-retirement 

health care benefits offered to City retirees. Their report is being released today. 
 
• This report was commissioned for the purpose of determining the City’s annual cost of 

retiree health care costs. The City of San Diego is one of the first cities in the nation to 
have performed this valuation study.     

 
Definitions: 
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Normal Cost: The value of an active employee’s retiree health care benefit that is assigned to 
one year of service. (See page 3, 19 and 20:  Normal Cost for FY06 would be $46.1 million.)  
 

 
Actuarial Accrued Liability (AAL):  The liability for the health care benefits of those City 
employees who have already retired plus the value of retiree medical benefits of active 
employees assigned to service already rendered.  This number will grow over time. (See page 2:  
while the AAL is $978 million in FY06, it grows to $1.9 billion over the next 9 years.) 
 
Unfunded AAL (UAAL):  Whatever portion of the AAL the City has not funded into an 
irrevocable trust. For instance, on Page 19 (top chart), if the City makes no contribution toward 
the AAL, the UAAL remains the same.  Whereas on the bottom chart, if the City makes a 
contribution toward the AAL, the UAAL goes down.  
 
Amortization, 15/30 Year:  The amount that would have to be paid annually, depending on the 
amortization, to pay off a portion of the AAL (See page 3:  the 30 year amortization is $69 
million.) 
 
Annual Required Contribution (ARC):  The contribution thought to be necessary on an annual 
basis to fully fund the health care benefits of both active and retired employees. For FY06, this 
amount would be $115 million. The ARC is arrived at by adding the following two numbers: 
 
  Normal Costs:    $46,087,689 
  Rolling Amortization/UAAL:  $69,033,097 
 
  Annual Required Contribution:        $115,120,786 

 
For this group of employees only:  the $115 million represents 17.7% of the City’s payroll.  
Pension benefits costs are thought to constitute an additional 26% of payroll. As a result, the 
City’s pension and healthcare benefits costs aggregate to 44% of payroll.  
 
Benefits Disbursement or “Pay as You Go”:  The practice of only paying for the benefits of 
retirees as those expenses become due. It is thought that 90% of cities nationwide use this 
financing method.   
 

MAYOR’S FY07 BUDGET WILL INCLUDE  “PAY AS YOU GO”  
CONTRIBUTION OF APPROXIMATELY $21 MILLION  

 
Study Assumptions 
 
• Both 15 and 30 year amortization schedules were prepared (page 19 and page 20). The 

actuarial accrued liability is the same for both schedules; what varies is the Annual Required 
Contribution.  
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• For this study, there were 10,426 active employees eligible for postretirement health care 

benefits and 4,159 retirees receiving those benefits. 
 
 
Applicable City Policies 
 
• Retiree healthcare benefits will no longer be offered to City employees hired after July 1, 

2005.  The system is therefore considered a “closed system.” 
 
• For employees hired prior to July 1, 2005, City-subsidized healthcare is offered to the 

employee only at retirement -- not their spouse or family, although they can purchase the 
healthcare for them at group rates.   

 
• Retired employees are offered an annual benefit of $7,225 toward healthcare (the equivalent 

of the cost of a PPO plan for a single individual).  If they purchase a healthcare plan that does 
not cost that much, they are not able to use the remaining funds. 

 
• In 1982, City employees voted to get out of the Social Security/Medicare systems. In 

exchange, they were promised life-time health insurance upon retirement. 
 
• Beginning on April 1, 1986, the Federal government required that all employers and 

employees pay into Medicare going forward.  Since that time, the City pays into Medicare 
for employees hired after that date. 

 
• The impact of purchase of service credits on the cost of retiree health care benefits was not 

part of this valuation study. It will be a part of an updated study. 
 
Current (FY06) Healthcare/Flex Benefit Costs for Active City Employees: 
 
  Employee Healthcare Only   $40,399,175 
 
  Employee + Dependents Healthcare  $47,716,755 
 
  All Flexible Benefits     $60,078,275 
  (includes dental, vision, other benefits) 
 
Potential Scenarios: 
 

1. Pay the ARC + Current Healthcare Costs for Active City Employees (FY06: $156 
million)  

 
2. Continue “Pay as You Go” + Current Healthcare Costs for Active City Employees 

(FY06: $57 million) 
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3. Middle ground with negotiation of benefits level that retirees receive  
 
 
 
 














































